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lions of dollars have been filed 

by various employees and 
unions to which they belong against 
their respective employers for al- 
leged back pay on the basis of a 
decision rendered by the United 
States Supreme Court in June, 1946, 
in the case of Anderson et al v. Mt. 
Clemens Pottery Company. 

The Mt. Clemens Pottery Com- 
pany employed about twelve hun- 
dred persons at its pottery plant at 
Mt. Clemens, Michigan, most of 
whom were compensated upon a 
piecework basis. The plant covered 
more than eight acres, and the em- 
ployees’ entrance was at the north- 
east corner. Adjacent to that en- 
trance were cloak and rest rooms, 
where the employees could change 
to their work clothes and place 
their street clothes in lockers. Dif- 
ferent shifts began at. different 
times during the day, and whistles 
indicated the starting times for pro- 
ductive work. An interval of four- 
teen minutes prior to the starting 
time for each shift permitted em- 
ployees to punch time clocks, to 
walk to their respective places of 
work, and to prepare to start pro- 
ductive work. They had the same 
fourteen-minute allowance at the 
beginning and at the end of their 
lunch hour, and again at the closing 
hour of their shift. 

For example, the employees on the 
7 AM. shift were permitted to en- 
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ter as early as 6:46 a.m. to punch 
time clocks and then walk to their 
respective workrooms, where they 
performed certain preliminary ac- 
tivities preparatory to starting pro- 
ductive work when the 7 a.m. 
whistle blew. These preliminary ac- 
tivities included putting on aprons 
and overalls, removing shirts, taping 
or greasing arms, putting on finger 
cots, preparing the equipment for 
productive work, turning on switch- 
es for lights and machinery, opening 
windows, and assembling and sharp- 
ening tools. Employees on this shift 
were likewise permitted fourteen 
minutes after the 12:00 noon whistle 
was blown to indicate the beginning 
of the lunch hour. They were 
granted another fourteen minutes 
before the end of the lunch period 
to punch the time clock again, to go 
to their work stations, and to pre- 
pare to begin work at 1 P.M. Sim- 
ilarly, a fourteen-minute period was 
allowed them after the closing whis- 
tle for their shift at 4 p.m. 

In an extreme case, it was possible 
that an employee of the 7 a.m. shift 
might punch in as early as 6:46 A.M., 
and punch out at 12:14 p.m.; and 
then punch in at 12:46 p.m., and out 
at 4:14 p.m. He was credited with 
working from 7 A.m. to 12:00 noon 
and from 1 p.m. to 4 p.m., although 
the time-clock records in his case 
might show as much as fifty-six 
minutes more. 

After punching the time clock at 
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the beginning of a shift or after the 
lunch hour, the employees walked 
varying distances to their work sta- 
tions, some as little as 130 feet and 
others as far as 890 feet. The time 
estimated for walking one way di- 
rectly from the time clock to their 
stations varied from 30 seconds for 
those who had to go only 130 feet 
up to 3 minutes for those employees 
whose stations were farthest from 
the time clock. Thus total walking 
time for the employees varied from 
2 minutes to 12 minutes if they 
went back to the lunch and rest 
rooms during the noon hour, a pe- 
riod which was not included in the 
time for which they were credited 
as having worked. They were not 
required to go direct from the time 
clock to their stations, but could 
take whatever course through the 
plant they might desire, and could 
stop at any point of their journey to 
visit with other employees. There 
was no requirement made by the 
company other than that they be at 
their stations when productive work 
started at 7 A.M. and at 1 P.m. 

The case in question was a suit 
brought by seven of the employees 
and their local union against the 
company, alleging that the method 
of computing the time worked did 
not reflect all the time actually 
worked, and that they were thereby 
deprived of the proper overtime 
compensation guaranteed by the 
Fair Labor Standards Act. 

The Circuit Court of Appeals dis- 
missed the case, and the plaintiffs 
appealed to the United States Su- 
preme Court. The Supreme Court 
was functioning at the time with 
seven members,’ since one member 


| 


was in Europe and there was ag 
vacancy in the position of Chief — 
Justice, caused by the death of Chief 4 
Justice Stone in April, 1946. The 

decision of the Supreme Court was 
by a five-to-two vote. 

The Supreme’ Court.held:¥ 
(1) that the time spent by an em- 
ployee in walking direct from the 
time clock to his work station was 
compensable time, the Court stating 
that without “such walking on the — 
part of the employees, the produc-_ 
tive aims of the employer could not ~ 
have been achieved. The employees’ © 
convenience and necessity, more-_ 
over, bore no relation whatever to | 
this walking time; they walked on 
their employer’s premises only be- 
cause they were compelled to do so 
by the necessities of the employer’s 
business. ... It follows that the 
time spent in walking to work on 
the employer’s premises, after the 
time clocks were punched, involved 
physical or mental exertion (wheth- 
er burdensome or not) controlled or 
required by the employer and pur- 
sued necessarily and primarily for. 
the benefit of the employer and his 
business. .. . Work of that char- ~ 
acter must be included in the statu- 
tory workweek and compensated 
accordingly, regardless of contrary 
custom or contract.” 

The Court did state that com- 
pensable walking time was to be 
limited to the minimum time nec-— 
essarily spent in walking at an 
ordinary rate along the most direct 
route from the time clock to the 
work bench. 

The Court held also: (2) that 
the time spent in preliminary ac- 
tivities in preparation for produc- 
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_tive work was compensable time, 


such as the time spent in putting on 
aprons and overalls, removing shirts, 
taping or greasing arms, putting on 
finger cots, preparing equipment for 


_ productive work, turning on switches 


for lights and machinery, opening 
windows, and assembling and sharp- 
ening tools. The Supreme Court 
said: “They involve exertion of a 


physical nature, controlled or re- 


quired by the employer and pursued 
necessarily and primarily for the 
employer’s benefit. They are per- 


formed solely on the employer’s 


premises and are a necessary pre- 
requisite to productive work. There 
is nothing in such activities that 
partakes only of the personal con- 
venience or needs of the employees. 
Hence they constitute work that 
must be accorded appropriate com- 
pensation under the statute... . ” 

The Court did not pass definitely 
on the question whether time spent 
in waiting to punch time clocks was 
compensable or not, stating only: 
“No claim is here made ... as to 
the time spent in waiting to punch 
the time clocks and we need not 


-explore that aspect of the situation.” 


But the inference is that the Court 
would have regarded such time as 
compensable had the matter been 
directly before it, and the attorneys 
for the plaintiffs may have been 
guilty of negligence in not thinking 


of that phase of the question and in 


not including in their complaint a 
demand for compensation for that 
time also. 

Those who contend that the Court 
was making law by this decision do 
so on the basis that the company and 
its employees are forced by it to 


consider their workweek as differ- 
ent from that which they had by 
contract and in practice considered 
it to be, and thus different from that 
on which the rates of pay had been 
based. They also maintain that the 
Congress in enacting the law used 
the term “workweek” in its com- 
monly accepted meaning at the time 
the Act became law, and that it in- 
cluded the period from starting 
whistle to closing whistle, the time 
spent in productive work only. 

But their contention is not so 
much that the Supreme Court is to 
be criticized for enacting a “law” — 
a duty imposed by the Federal con- 
stitution upon the Congress rather 
than upon the Supreme Court — as 
it is that the “law” enacted by the 
Court is one as indefinite, as unfair, 
and as-+impossible to apply as any 
law which the Federal Congress has 
ever made. Moreover, the “law” 
made by the Supreme Court is retro- 
active, whereas the Congress gen- 
erally does not enact such legislation. 

With reference to the walking- 
time element of the case, the Su- 
preme Court said: “We do not, of 
course, preclude the application of a 
de minimis rule where the minimum 
walking time is such as to be neg- 
ligible. . . . It is only when an em- 
ployee is required to give up a 
substantial measure of his time and 
effort that compensable working 
time is involved. The de minimis 
rule can doubtless be applied to 
much of the walking time involved 
in this case, but the precise scope 
of that application can be deter- 
mined only after the trier of facts 
makes more definite findings as to 
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the amount of walking time in 
issue.” 

The Supreme Court would, thus, 
regard an employee who walked 
twelve minutes a day between the 
time clock and his work bench as 
entitled to compensation for his 
twelve minutes, whereas it would 
not regard another employee who 
walked two minutes a day as en- 
titled to compensation for his two 
minutes. But, as a matter of justice 
and fairness, why is not the em- 
ployee who walked only two minutes 
just as clearly entitled to pay for 
that two minutes as his fellow em- 
ployee who walked twelve minutes 
is entitled to compensation for 
twelve minutes? The former is just 
as much engaged in “physical or 
mental exertion” as the latter; the 
difference is only in the time in- 
volved. It is rather shocking to find 
the Supreme Court of the United 
States taking such a view. 

The statement made by the Court 
of the application of the de minimis 
rule to the facts in the Pottery 
Company case is too indefinite. It 
does not give any concrete test 
which the trial court can apply to 
determine when an employee has 
walked long*enough to be considered 
as having given such “a substantial 
measure of his time and effort that 
compensable working time is in- 
volved.” It says only that the “de 
minimis rule can doubtless be applied 
to much of the walking time in- 
volved in this case....” Has an 
employee who has walked six min- 
utes given “a substantial measure of 
his time and effort,” and is he there- 
fore entitled to compensation for his 
six minutes, whereas an employee 


who has walked only five minutes 
has not given such a “substantial 


measure of his time and effort,’ and _ 


hence is not entitled to pay for his 
walking time? Or is the division to 
be made between six minutes and 
seven? Or where? There is nothing 
in the statement made by the Su- 
preme Court to aid any court which 
tries a similar case in fixing the 
division which the Court intended to 
be made. 

It is to be expected that the 
“portal to portal” cases in different 
courts against different employers, 
although in some cases they may 
involve much the same facts, will 
result in different decisions. Some 
plaintiff employees may win back 
pay, whereas in other cases, al- 
though the plaintiffs’ claims may be 
just as reasonable, the employees 
may lose. However, such discrepan- 
cies are likely to result from the 
indefinite statement made by. the 
Supreme Court as to the application 
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of the de minimis rule. These dif- ~ 


ferent results will tend to increase 
the strife between labor and man- 
agement rather than promote in- 
dustrial peace. 

The Court, in holding that the em- 
ployees were entitled to compensa- 


tion for the time spent in activities © 


preliminary to productive work be- 
fore that work started, also stated: 
“Here again, however, it is appro- 
priate to apply a de minimis doctrine 
so that insubstantial and insignifi- 
cant periods of time spent in pre- 
liminary activities need not be in- 
cluded in the statutory workweek.” 
The Court gives no concrete test 
which the trial court can use in 
determining whether the de minimis 


rule applies in a particular case of 


preliminary preparations and when 
it does not apply. 
The Supreme Court, in reversing 


_ the Circuit Court of Appeals, sent 


' the case back to the trial court for 


a new trial, leaving the parties to 
the case with burdens which they 
cannot meet with any degree of 
certainty. 

The Court admitted that employ- 
ees “seldom keep such records them- 
selves; even if they do the records 


‘may be and frequently are untrust- 


worthy.” The Pottery Company em- 
ployees did not keep records of the 
time spent in walking and in their 
preliminary items in preparation for 
productive work, because, at the 
time, their contract with the com- 
pany did not call for pay for such 


-periods of time, and they did not ex- 


pect such pay. 
The Court stated that it was the 


_ duty of the company, under the Fair 


_Labor Standards Act, “to keep prop- 


er records of wages, hours and other 
conditions and practices of employ- 
ment,” and that it was the company 
‘“\vho is in position to know and to 
produce the most probative facts 
concerning the nature and amount 
of work performed.” But the Pot- 


tery Company could not be expected 


to foresee that it should keep rec- 
ords of the time spent each day by 
each employee in his walking and in 
his preliminary activities of prepara- 
tion, and in his visiting with other 
employees, for its contract with the 
employees did not call for payment 
of any wage for the time involved. 

A retrial of the case could only 
bring forth evidence on both sides 
which would be but guesses at the 
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best, and might result in the award- 
ing of compensation to some em- | 
ployees of the plant, and not to 
others, who might be equally en- 
titled in all fairness and justice. 
Such a result could not be expected 
to promote industrial peace in the 
plant. 

The Mt. Clemens Pottery Com- 
pany might try to comply with the 
Federal forty-hour week law, as 
other employer companies try to do. 
It could be expected, after the deci- 
sion of the Supreme Court, to re- 
duce the time permitted its em- 
ployees on the company’s grounds 
to a total of eight hours a day. If 
this should be done, the employees 
of that plant would punch time 
clocks, walk to their respective work 
stations, and perform their prelimi- 
nary items in preparation for pro- 
ductive work within the eight hours, 
rather than outside the eight hours 
as before. This would mean less 
time each day for productive work. 
It would penalize those employees 
who work on a piece basis, as do 
most of the employees in the Mt. 
Clemens plant, unless satisfactory 
compensation would be awarded for 
the burden of walking and of pre- 
liminary preparation. Thus, this suit, 
brought by a few employees to ob- 
tain back pay which their contract 
did not call for, would have resulted 
in punishing the majority of the em- 
ployees of this company. Nor would 
industrial peace be promoted by 
such a procedure. 

The dissenting opinion of Justice 
Burton in the Pottery Company case, 
concurred in by Justice Frankfurter, 
stated: “In interpreting ‘workweek’ 
as applied to the industries of 
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America, it is important to consider 
the term as applicable not merely to 
large and organized industries 
where activities may be formalized 
and easily measured on a split-sec- 
ond basis. The term must be applied 
equally to the hundreds of thou- 
sands of small businesses and small 
plants employing less than 200, and 
often less than 50 workers, where 
the recording of occasional minutes 
of preliminary activities and walk- 
ing time would be highly impractical 
and the penalties of liquidated dam- 
ages for a neglect to do so would be 
unreasonable. Such a universal re- 
quirement of recording would lead 
to innumerable unnecessary minor 
controversies between employers and 
employees.” 

The prediction made by the two 
dissenting Justices in the Pottery 
Company decision has come true 
with the filing of the numerous 
“portal to portal” cases. 

The Federal Congress can very 
well amend the Fair Labor Stand- 
ards Act so that it will state defi- 


nitely whether the statutory work- 


week is to include the time spent by © 
the employee in productive work - 
only, whether it is to include all the © 


time the employee spends on his 


employer’s premises, or whether it — 
includes part of the time the em- — 


ployee spends on the employer’s 
grounds beyond the period which he 
spends in productive work. If the 
statutory workweek is to include a 
part of the employee’s time spent on 
the premises, over and above that 
which is spent in productive work, 
the law should be specific as to what 
parts are so included and what parts 
are not so included. 

If the Congress will do this, then 
the employer and his employees will 


Jee 


be in a better position to determine — 
what their employment contracts — 
should contain, than they now are ~ 


under the decision of the Supreme 
Court. Neither employers nor em- 
ployees at present have been given 
a clear-cut explanation of what rec- 
ords should be kept. 


Nors. — The retrial of the Mt. Clemens Pottery Company case, held in the 
District Court since the above article was written, resulted in a decision for 
the Company. The matter may be taken to the Supreme Court again. 


Sales of Savings Bonds.— The United States Treasury Department re- — 


cently reported that in 1946 sales of savings bonds amounted to $7,427 193,000, 


or slightly more than the total anticipated in its preliminary estimates. Al- 
though bond redemptions for the year exceeded sales, there has been no such 
flood of redemptions since the end of the war as was freely predicted. 


The Institute of Labor and 
Industrial Relations 


PHILLIPS BRADLEY 


Director, Institute of Labor and Industrial Relations, University of Illinois 


Ew Americans today would 
kK question the importance of 

improving labor-management 
relations as a major factor in the 
stability and efficiency of our na- 
tional economy. The issue is not 
whether more cooperative relations 
are essential to an expanding pro- 
ductivity and security, but how that 
objective may be achieved. We must, 
moreover, make the effort to attain 
that goal in an era of unprecedented 
technological change—in pace no 
less than in scope. To do so effec- 
tively, it may not be irrelevant to 
apply the same techniques of critical 
testing and analysis to the social 
improvement of industrial processes 
as we have in the past to their 
mechanical advance. What new tools 
do we have available for developing 
new approaches to labor-manage- 
ment relations? 

There are, of course, many ap- 
proaches to current problems in 
these relations, which the headlines 
and the radio so often dramatize as 
only short of war. Both industry 
and labor, in the individual plant 
and in organized groups, are pre- 
senting to government and the 
“party of the third part” — the pub- 
lic — specific formulas for resolv- 
ing immediate disputes and for set- 
ting long-term policies. Many civic 
associations are no less concerned 


to offer prescriptions for reconciling 


what too often becomes open conflict 
between the two indispensable par- 
ties to the productive and distribu- 
tive process. Over the past few 
years, especially during the last 
three or four, organized education 
has been added to the list of those 
groups which are seeking to dis- 
cover new methods of creating more 
cooperative labor-management re- 
lations. 

It is not impossible that new and 
useful attitudes and practices may be 
experimentally developed through 
the more detached opportunity of- 
fered by a university. for clinical 
analysis —to the mutual benefit of 
both labor and management. That, at 
least, is the view of a number of 
state legislatures and the boards of 
trustees of some of our greatest 
state and private universities. The 
establishment, over the past few 
years, of about a dozen centers for 
the study of labor-management re- 
lations and for training of students 
and of active participants in these 
relations is an indication of this 
viewpoint. What is this new move- 
ment in education? What are its 
objectives? What resources and 
services has it to offer? What may 
industry and labor — and the wider 
commonwealth of the community — 
expect to gain from using this new 
tool? 

An examination of one (or even 


teAid 


8 OPINION AND COMMENT 


all) of these new educational de- 
velopments will not give us a com- 
plete answer to these questions. One 
may, however, gain some insight 
into the objectives of special labor- 
management agencies on a dozen or 


more major university campuses to- 


day by noting the functions assigned 
to them. Here, the Institute of 
Labor and Industrial Relations at 
the University of Illinois may serve 
as a prototype; some similarities 
between it and other university 
enterprises in the field, as well as 
certain differences, will be indicated 
later on. 

The Institute of Labor and In- 
dustrial Relations was authorized 
by the Illinois Legislature in 1945. 


The University had been consider- 


ing the establishment of such an 
agency for several years. More than 
one faculty committee had been ap- 
pointed to explore the objectives, 
organization, and operation of a 
special university service in this 
area of public interest; a field 
survey had been carried on by a 
staff member. After considerable 
further study, it was decided by the 
University administration to recom- 
mend to the Legislature the creation 
of a specialized institute of labor 
and industrial relations. The Board 
of Trustees, on March 9, 1946, 
formally adopted a broad charter 
for the Institute; its offices were 
opened on September 3 last. 

It is interesting to note that the 
Board of Trustees defined the pur- 
poses and functions of the Institute 
rather precisely. As to purposes, the 
Board said: 

The Institute of Labor Relations 
shall be an administrative agency of 


the University responsible for foster- 
ing, establishing, and correlating resi- 


dent instruction, research, and exten- _ 


sion work on labor relations. 


peta 
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The three main phases of the Insti- _ 


tute’s program shall involve research, 


instruction by extension, and instruc- — 


tion on the campus. It is contemplated 
that the Institute after its organization 


will first develop and enlarge programs | 


of research and extension, and sec- 
ondly promote new courses and cur- 
ricula of instruction at the University. 


The Board’s action placed Illinois 
in the forefront of educational de- 
velopment in this field. Only two 
other state legislatures—New York 
(in 1944) and California (in 1945) 
—had acted to create similarly in- 
clusive programs on their state uni- 
versity campuses. A number of 
other states had, on the other hand, 


established one or another special © 


aspect of the IIlinois-New York- 
California threefold program. The 
broad mandate in Illinois— and in 
two other important industrial states 
— seemed to offer at once a more 
effective basis for the sound growth 


of such an agency and a more cer- — 


tain guarantee against the unbal- 
anced development of its functions 
and activities. Experience over 
longer periods with limited pro- 
grams on some other university 
campuses has satisfied most ob- 


servers that the Trustees’ decision - 


to assign the Institute responsibility 
for providing all three types of 
service was inherently valid. 

At Illinois, the Institute is known 
as a “horizontal” educational agency, 
whose organization and staff are 
intended to correlate and supple- 
ment existing faculty and resources, 
rather than merely to create a new, 
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_and potentially competing, academic 


} 


entity. The Institute of Labor and 
Industrial Relations is not deviating 
from this scheme. While it is be- 
ginning the process of staffing and 
organizing its activities, it is func- 
tioning to the fullest possible extent 
through and with the other relevant 


divisions and departments of the 


University. Among them may be 


mentioned the Colleges of Agricul- 


ture, Commerce, Education, and 
Engineering, the Graduate School, 
and the Schools of Journalism and 


Law, the Divisions of Social Wel- 


fare Administration and University 
Extension, and the Departments of 
Political Science, Psychology, and 
Sociology in the College of Liberal 
Arts and Sciences. Other divisions 
and departments are expected to be 
closely associated with the Insti- 
tute’s various functions as they ex- 
pand to include the specialized skills 
and services of other University 
agencies. 

This basic concept underlying the 
creation of the Institute indicates 
that it is designed to integrate all the 
wide resources already available on 
the campus and to broaden these 


facilities through existing channels. 


The Institute will also seek to focus 
these resources in order to meet the 
interests and needs of the individ- 
uals and groups in the State, most 
immediately concerned — in both in- 
dustry and labor. The State-wide 
community of nearly 8,000,000 peo- 
ple represents for the Institute, as 
it does for the University, the 
broader frontier of its services and 


the deeper subsoil of its purpose and: 


function. 
The structure of the Institute as 


a horizontal agency suggests that it 
was intended to be a service agency 
to labor and management — and to 
the people — by accelerating cooper-— 
ative relations on the campus. That 
intent was further evidenced by the 
Board of Trustees’ action in associ- 
ating with it two advisory commit- 
tees. One, the Faculty Council, in- 
cludes members from several of the 
divisions and departments noted pre- 
viously. Through the Council, the 
Institute will be enabled to establish 
still closer working relationships 
with the various divisions and de- 
partments. : 

The other, the Advisory Commit- 
tee, as it is officially designated, 
includes fifteen members, five each 
from industry, labor, and the public. 
The importance and value of this 
Committee cannot be overempha- 
sized. Its members, appointed by the 
Board of Trustees, will be drawn 
from the ranks of those actively 
engaged in industrial management, 
union administration, and civic af- 
fairs. They will bring to the de- 
velopment of the Institute the 
wisdom of their own practical ex- 
perience and the reflection of the 
broader concerns and interests of 
the groups in which they are leaders. 

As in New York and California, 
the Institute of Labor and Industrial 
Relations at the University of Ill- 
nois was conceived as an agency to 
provide services.to labor and man- 
agement — alike and in common. It 
was assigned an immediate and a 
joint responsibility to both groups— 
and, less directly, to the people of 
the State as a whole. The tool of 
education may be as useful to the 
one as to the other and, in serving 
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both, may contribute to the general 
welfare of all the people. How, in 
the three areas of research, exten- 
sion, and on-campus teaching, can 
the Institute serve the common in- 
terest in helping labor and manage- 
ment to improve their mutual re- 
lations? 

The Institute’s research program 
will, it is anticipated, include two 
broadly similar but differently fo- 
cused types of activity and project. 
One will be designed to meet the 
immediate interest of labor and 
management groups in the analysis 
of current problems of administra- 
tion (both policies and practices) 
in government, industry, and labor 
as they affect labor-management re- 
lations. It is intended that this type 
of study will grow out of direct 
contacts with and suggestions from 
those actively engaged in the ad- 
ministration of industry and of 
unions. The fact that wider knowl- 
edge of current practices and stand- 
ards in every aspect of effective 
management, whether in unions or in 
industry, is a matter of concern to 
both groups needs no argument here. 
How far the Institute’s services can 
be of immediate utility to both 
groups in this respect can be tested 
only by experience. The potential 
seems great; field contacts will, as 
they develop over the next year or 
two, offer a significant test of the 
potential. It can be converted into 
actuality to whatever extent genu- 
ine cooperation among labor, man- 
agement, and the Institute proves 
feasible in the conduct of this type 
of field survey and analysis. 

An immediate though limited step 
toward this type of research has 


already been taken by the Institute 
in establishing an Information Serv- 

ice. Direct written inquiries on ques- _ 
tions of fact relating to any aspect 

of labor and industrial relations will 

be answered, within the limits of 

the Institute’s specialized resources 

or those available to it on the Uni- 

versity campus. This service has 

already been utilized by several 
groups; present indications are that — 

it will be increasingly tapped by 
those who desire objective informa- 
tion that is not readily available in 
their own locality. 

Back of the Information Service 
— and of all the Institute’s research, 
extension, and training programs — 
stands the University Library. The 
Library of the University of Illi- 
nois is already widely known as one 
of the largest in the country. Its © 
collection of materials on labor and 
industrial relations is being rapidly 
expanded so that it is fast becoming 
one of the major library resources 
in the country in all aspects of 
labor-management relations, histori- 
cal and contemporary. Special col- 
lections now in process of expansion 
are: Illinois labor agreements; 
labor journals; employee magazines; 
state, national, and foreign public 
documents. A collection of original 
administrative records and docu- 
mentary histories of the major in-~ 
dustrial and labor organizations. in 
Illinois is being developed.’ It is 
hoped that the Library may increas- 
ingly become the depository for such 
materials from both union and man- 
agement sources. 

The second type of research 
which will be undertaken by the 
Institute will examine those long- 
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tange factors in labor-management 
relations which require extended 
study with many different methods 
of analysis. Here, again, the Insti- 
tute will serve as a coordinating 
agency, drawing together those in- 
dividuals in various departments 
whose specialized competence can 
best contribute to discovering an- 
swers to the broader issues in our 
economy. Take, for instance, the 
unknowns in wage-price relation- 
ships in Illinois industries, the con- 
ditions of full employment, the 
relations of morale to productivity, 
the economic and social effects of 
industrial decentralization. These 
_are only a few of the myriad ques- 
tions about which our information 
today is fragmentary or, at best, 
incomplete. Answers cannot, of 
course, be found in a day or a year. 
Unless we attack such questions 
soon and with vigor, however, we 
are not meeting a major challenge 
of our time—that of making our 
economy more stable while contin- 
uing to raise the standard of living 
of all the people. Certainly no one 
would maintain that university re- 
search is the only tool available with 
which to seek answers to these more 
complex economic and social ques- 
tions confronting us today. That it 
is a useful and usable one has been 
demonstrated too often to require 
elaboration here. The Institute will 
seek to further this type of long- 
range research at the University, to 
focus its resources in a concerted 
analysis and appraisal of these re- 
lated questions. 

The second general responsibility 
assigned to the Institute by the 
Board of Trustees is extension. The 


Institute’s extension activities will 
be administered through the Divi- 
sion of University Extension. This 
arrangement insures not only the 
integration of these activities with 
the Division’s general extension pro- 
gram but the conformity of Insti- 
tute activities in this area with 
University policy as a whole. 

The Institute’s extension program 
is designed, like all its other activi- 
ties, to provide services to both in- 
dustry and labor, as well as to the 
wider community of the State. In 
developing the program, the pre- 
liminary stages must necessarily be 
experimental, in order to discover 
the most useful types of extension 
activity and the best methods of 
presenting the different educational 
services which various groups may 
desire. These services range all the 
way from short courses (for credit 
and non-credit students at various 
levels up to the postgraduate), cor- 
respondence courses, and institutes _ 
and conferences of one or two days 
to a week or more, to advisory 
services on individual reading, con- 
ducting forums, using audio-visual 
materials, and organizing group ed- 
ucational programs. The Institute 
has recently initiated a cooperative 
plan with the State Library looking 
to the provision of circulating li- 
braries on any aspect of labor and 
industrial relations for individuals 
and groups throughout the State. In 
the Institute’s extension program 
there are also envisaged problems 
implicit in the concept of adult ed- — 
ucation. All these services will, it 
is hoped, become directly available 
to the people living in industrial 
communities in the State. The full 
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development of the Institute’s ex- 
tension program must await the re- 
cruitment of qualified staff, and rest 
on the tested results of its initial 
experimental activities. 

The third major aspect of the In- 
stitute’s program is the initiation of 
a coordinated training program at 
the University itself. Here, again, 
the horizontal character of the In- 
stitute’s organization defines the 
method of procedure. Instead of 
creating a new and separate division 
of special studies, the Institute will 
seek to integrate existing resources 
on, the campus within the relevant 
departments. When necessary, it will 
cooperate with these departments by 
adding to the available staff (and so 
courses) in these departments. In 
other words, the Institute will seek 
to bring together, in the divisions 
and departments concerned, present 
and new staff members whose spe- 
cial experience will lead to the ef- 
fective training of students. The 
Institute’s established policy is to 
collaborate with the various depart- 
ments in the selection of new staff 
members whose general field of in- 
terest lies in a particular area of 
instruction. Thus, Institute staff 
members will also be members of 
these departments and hold regular 
academic appointments in them. 

The Institute’s immediate training 
program will be primarily at the 
graduate level. The Institute may 
suggest expansion of departmental 
course offerings, or interdepart- 
mental majors in labor and indus- 
trial relations for undergraduates, 
in order to expand existing oppor- 
tunities for training within present 
requirements. It will, however, initi- 


ate — through interdepartmental co- — 


operation — an integrated program 


of professional study in the Grad-— 


uate School. 

Four major areas have been se- 
lected for this program: labor 
economics (including collective bar- 
gaining, social security, and labor 
legislation) ; labor union organiza- 
tion and administration; personnel 
management; and human relations 
in industry. No better demonstration 
could be offered of the possibility 
and the value of interdepartmental 
cooperation than is indicated by a 
preliminary survey of existing in- 
struction on the University campus. 
This survey has disclosed that inter- 
est in one or more of the four areas 
mentioned is found in more than 
twenty departments. The function 


of the Institute will be to promote — 
this departmental interest by pro- — 


viding a means 
these resources. 
The Institute’s emphasis on grad- 
uate professional training differs 
from that of some other similar 
enterprises, such as the New York 
State School of Industrial and Labor 
Relations, in which attention is 
chiefly directed to a specialized un- 
dergraduate curriculum. The belief 
of those who drafted a blueprint for 
the Institute, and of its staff, is 
that there is a growing need for 
professionally trained men and wom- 
en in labor and industrial relations, 
and that adequate training can best 
be achieved at the graduate level. 
Industrial and labor organizations 
of all sizes and types, together with 
a wide range of government agen- 
cies, are seeking more and more to 
build professional staffs to adminis- 


of coordinating 
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ter the specialized activities neces- 
_ sary for effective administration to- 
day — in this as in every other field 
of our economic life. The training of 
a small number of adequately pre- 
pared specialists in the relevant 
fields is a present and urgent need 
which our universities can meet 
with their educational facilities. 

The Institute’s training program, 
like that of the School at Cornell 
-and others, will include more than 
a campus experience. Every student 
will be required to devote as many 
as six months to supervised work in 
labor organizations and management 
‘offices or shops as “interns.” The 
internship will be in addition to reg- 
ular course requirements for the 
master’s or doctor’s degree. During 
this period, each student will be 
exposed to the conditions of actual 
on-the-job service. He will be di- 
rectly supervised by those who are 
in the best position to appraise his 
capacities — personal qualities no 
less than professional abilities. Here 
will be tested his ability to serve 
effectively as a subordinate member 
of a team in the surroundings and 
atmosphere of a going organization. 
Satisfactory performance during his 
internship will be required for the 
degree and will be included in his 
academic record. The Institute has 
already received encouragement 
from many industrial and labor 
organizations in Illinois, and the 
promise of their cooperation, in de- 
veloping an effective internship 
program. 5 

It would be interesting here to 


explore the range of job opportuni- 
ties which a training program of 
this kind may serve. Such an anal- 
ysis, recently made by the Industrial 
Relations Center at the University 
of Minnesota, and still in a pre- 
liminary stage, lists 26 separate jobs 
(with several levels in each) in 
labor and management organiza- 
tions alone. It does not include op- 
portunities in government service, 
in which there are a number of 
additional specialties. The survey is 
in itself a valuable guide to staffing 
requirements in industrial and labor 


organizations for the effective con- 


duct of labor-management relations. 
It suggests that a professional train- 
ing program in the field may be a 
not unimportant contribution to the 
improvement of those relations. 

Through this program, a great 
state university is seeking to explore 
new frontiers, deepen insights, and 
increase understanding and coopera- 
tion between labor and management. 
The achievement of this aim is of 
the deepest public concern for the 
future economic and social welfare 
of all the people and needs no re- 
iteration here. The general welfare 
of the entire Illinois community of 
nearly 8,000,000 people rests on the 
foundation of a stable economy and 
a democratic society. The tool of 
education, in the three aspects’ of 
research, extension, and academic 
training, can become a potent in- 
strument to that end. 


* Industrial Relations Center, Univer- 
sity of Minnesota, Jobs in Industrial 
Relations (Minneapolis, June, 1946). 
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had a population of barely 45 mil- | 
lion people, and that about three- _ 
fourths of that population was inj 
England, in an area smaller than the 


Nn the opening paragraph of The 
Winning of the West, Theodore 
Roosevelt says that “the most 

striking feature in the world’s his- 


tory” of the three previous centuries 
was the spread of the English- 
speaking peoples over the world’s 
waste spaces. The economist in his 
field could not make a statement 
quite so sweeping, yet there is no 
doubt that one of the most signifi- 
cant economic developments of the 
19th century was the rise of Great 
Britain to a pre-eminent position in 
the field of international trade and 
finance. This position of leadership 
was, up to three decades ago, so 
dominant in the world economic 
picture that most of the world 
rather assumed that it was part of 
the natural economic order. Yet, in 
reality, it was remarkable that Great 
Britain (including Ireland) —a 
country which in 1800 had an area 
of less than 225,000 square miles 
and a population of less than 15 
millions — could achieve the place in 
world trade and international fi- 
nance that she held in the 19th 
century. The situation is even more 
striking when we consider that 
Great Britain, including Ireland, at 
the height of her economic greatness 


* This is the substance of a talk given 
under the auspices of the Department 
of Economics at the University of 
Illinois. 


State of Illinois. 

If the rise of Great Britain to 
this position of economic leadership 
was a development of world-wide 
consequence, the events of the last 
three decades — particularly of the 
last seven years — which have seri- 
ously challenged Britain’s position 
and have raised grave doubts in the 
minds of many persons as to the 
whole economic -future of Great — 
Britain, are no less significant. Nat-_ 
urally, the matter of their future 
international economic position is of 
profound importance to the British 
themselves, but it raises very im- 
portant questions for the United 
States also, particularly as it relates 
to the attempt of this country to 
restore a system of multilateral 
trade based to the greatest extent 
possible upon a system of free en- 
terprise. 

In 1913 Great Britain’s imports 
were nearly 20 per cent, and her 
exports nearly 15 per cent, of the 
total international trade of the 
world. In cotton, wool, beef, mutton, 
butter, and many other raw mate- 
rials and foodstuffs, she provided the 
market for 30-95 per cent of the 
total that moved in international 
trade. She was the world’s greatest 


[14] 


exporter of textiles, of coal, and of 
‘machinery. It is true that her pro- 
portion of world trade in many 
products had fallen with the in- 
dustrial development in other coun- 
tries, particularly in the United 
‘States and Germany, but the abso- 
lute amount of her trade continued 
to increase. The position of Britain 
seemed to confirm the view of John 
Stuart Mill that the British should 
rejoice in the prosperity of other 
countries because that prosperity 
brought greater prosperity to the 
British. Great Britain was also the 
world’s greatest creditor nation, 
with net investments of over $15 
billions, and these investments had 
been increasing steadily for nearly 
three-quarters of a century. 

This achievement of a small is- 
land kingdom of some 45 million 
people is all the more remarkable 
when we consider the meager nat- 
ural resources of Great Britain. 
With the exception of coal, she was 
not particularly well endowed with 
the resources of modern industrial- 
ism. Her deposits of iron ore, al- 
though adequate, were not abun- 
dant; her tin and copper deposits, 
adequate as they may have been in 
the 17th century, were extremely 
limited, according to 20th century 
standards; she had no petroleum 
within her own borders, and few of 
the non-ferrous metals which were 
coming to play so great a part in 
modern metallurgy were found in 
Great Britain. Great Britain was 
essentially a workshop, and her posi- 
tion in the field of international 
trade and finance, and the power 
and leadership that she had in the 
modern world, were based largely 


upon the capacity of the British to 
fabricate cheaply and to market ef- 
fectively the products of modern 
industry. Industrial organization, in- 
vention, enterprise in the opening 
up of new markets, together with 
domestic political stability and the 
opportunities that the free enter- 
prise system offered to enterprising 
and resourceful men — all combined 
to give to Great Britain a great in- 
dustrial organization on the basis 
of rather limited natural resources. 

The position of Britain in the 
international economic picture was 
strengthened by receipts of nearly 
$500 millions a year from her ship- 
ping, and by income of approxi- 
mately a billion dollars a year on 
foreign investment. Contrary to a 
common belief, which economists 
have sometimes furthered in un- 
guarded statements, up to 1914 the 
British did not finance their large 
excess of commodity imports over 
commodity exports with earnings on 
their foreign investments. Instead, 
these imports were financed out of 
shipping and other current services, 
and the earnings on their invest- 
ments went to increase the already 
large creditor position of the 
country. 

Even before 1914 there were signs 
that the international position of 
Great Britain was less secure than 
it had been a quarter of a century 
before. The spread of technology to 
other countries was seriously threat- 
ening the market for the staple 
British exports. The rise of petro- 
leum and of hydroelectric power as 
rivals of coal took away some of the 
advantage that Britain had enjoyed 
in her rich deposits almost at tide- 
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water; and the coal problem was 
further complicated by the exhaus- 
tion of some of the best deposits and 
by the apparent inability of the 
British coal industry to make full 
use of modern methods. The rise 
of Japanese, Norwegian, and south- 
ern European shipping as compet- 
itors for the lucrative tramp trade 
was a further unfavorable develop- 
ment in the over-all international 
economic position of the country. 
During the First World War the 
British lost a small-part of their 
overseas investments, but in 1920 
Great Britain was still a net cred- 
itor to the amount of close to $15 
billions. A far more serious situa- 
tion after the First World War was 
the increasing difficulty in maintain- 
ing her competitive position in 
world markets, particularly in the 
old staples of coal, textiles, and 
steel. This situation was aggravated 
by the British decision in 1925 to 
return to the gold standard and at 
the old parity, and by the subse- 
quent downward movement of gold 
prices, which thus imposed a two- 
fold deflation upon the British ec- 
onomic structure. Throughout all 
the period of the 1920’s, however, 
Britain stuck to an approach to 
international trade that she had 
adopted nearly three-quarters of a 
century before: free trade, no im- 
perial preference of any signifi- 
cance, and no exchange control or 
any other form of bilateralism. 
After the abandonment of gold in 
1931 and the adoption of a protec- 
tive tariff in the following year, 
Great Britain’s trade policy veered 
away from the old multilateral ap- 
proach, and she adopted a number 


of measures that were intended to. 
channel her trade, both export and 
import, in the direction of particular 


countries. The Ottawa Agreements 
of 1932 made preferential tariffs 
and trade quotas important factors 


in British Commonwealth trade. — 


Later, Great Britain made a number 
of bilateral arrangements with non- 


British countries, notably with Ar- >. 
gentina and the countries of north-— 


ern Europe. In many cases these 
countries had export balances in 
their trade with Great Britain, and 
the purpose of the agreements was 
to force these countries to buy more 
British goods under the threat of 


axis 


~—— 


having their own markets in Great _ 


Britain curtailed. 

Many British, in particular civil 
servants and professional econo- 
mists, had grave doubts as to the 


wisdom of these bilateral trading ~ 


methods for the long pull, for they 
felt that in so far as these arrange- 
ments were successful in expanding 
British exports in particular coun- 
tries, competition in other countries 
would be intensified, and pressure 


would increase for the exclusion of — 


British goods from countries that 
had an import balance in their trade 
with the United Kingdom. They 
pointed out that the net result of a 
thoroughgoing _ bilateralist 


policy — 


would be to reduce the total of 


world trade and of British trade, 
and that bilateralism would have a 
serious effect on London’s position 
as a center of international trade 
and finance. 

After the outbreak of war in 1939, 
British bilateralism was soon ex- 


tended to include rigid monetary 


controls upon all transactions with 
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countries outside the sterling area, 
_an area that for most of the period 
since 1939 has included the entire 
British Commonwealth, except Can- 
ada and Newfoundland, and, in ad- 
‘dition, Egypt, Iraq and Iceland. At 
the end of the war, principally as a 
result of great war expenditures of 
the British in many countries both 
inside and outside the sterling area, 
Great Britain had a foreign debt of 
about $12 billions in the form of 
blocked sterling balances held in 
London. In addition Great Britain 
had sold, since August, 1939, some 
$5 billions of her foreign invest- 
ments in order to meet war expendi- 
tures. Furthermore, Britain’s ex- 
ports, as a result of her all-out war 
mobilization, were at the middle of 
1945 barely a third, in volume, of 
what they had been in 1938. Ameri- 
can Lend-Lease and Canadian Mu- 
tual Aid had supplied most of the 
essential imports, and had permitted 
Britain to reduce her exports to a 
much greater extent than did the 
United States. By the end of the 
war Britain’s rock-bottom import 
needs were far greater than could 
be possibly covered by her exports 
for several years to come, even if 
no payments were made on blocked 
sterling balances. 

The net earnings on foreign in- 
vestment — even assuming that no 
interest payments were made on the 
blocked sterling balances — would 
probably be only about one-half of 
the 800 million to a billion dollars a 
year that the British had obtained 
from foreign investments in the 
1930’s. The prospect of earnings 
from British shipping was much 


+ 


less favorable than it had been in 
the 1930's. 

It was a dark economic picture 
that faced Great Britain on V-J 
Day. Americans might well rejoice 
at the lifting of all gasoline ration- 
ing and at the prospect that food 
rationing would soon be a war mem- 
ory, but to the British V-J Day pre- 
sented a series of economic prob- 
lems that they knew would continue 
long after the fighting had ceased. 
Even stout-hearted British who had 
been undaunted after Dunkirk and 
who had been confident during the 
Battle of Britain were grim when 
they considered the immediate ec- 
onomic prospect that faced their 
country in the fall of 1945. 

To expand exports was impera- 
tive, if the British were to main- 
tain a standard of living even equal 
to that of the prewar period, and 
if they were to survive as a great 
power. The only question was what 
methods they should use in attempt- 
ing to restore their export trade. In 
view of the price changes, as well 
as of the loss of earnings in foreign 
investment and shipping, at the close 
of the war British officials estimated 
that in order to pay for a volume 
of imports equal to the British im- 
ports in 1938 it would be necessary 
for Great Britain to export at least 
50 per’ cent more in quantity than 
she had exported in 1938. 

In the discussions of bilateralism, 
particularly in regard to German 
trade in the 1930’s, the impression 
became rather prevalent with the 
public that bilateralism somehow 
enabled a country to perform mir- 
acles in trade. Bilateralism, however, 
does not enable a country to get 
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around the basic principles of trade, 
and it calls for exports just as mul- 
tilateral trade does. What bilateral- 
ism offers is the chance to use to the 
full the bargaining power that a 
country has in trade relations with 
another country as a result of an 
import balance with that country. 
This bargaining power can be par- 
ticularly great for a country like 
Great Britain, which in a number of 
cases bought a large part of the 
exports of particular products from 
individual countries. 

Many of the British, at the end of 
the war, believed that the only hope 
of rebuilding the exports to the ex- 
tent necessary to pay for absolutely 
essential imports was to continue 
and extend the wartime system of 
bilateral trade. Supporters of such 
a trade policy figured that by limit- 
ing the use of sterling proceeds to 
the purchase of British goods, by 
making payment for part of the im- 
ports of Great Britain in sterling 
that could not be used for any pur- 
poses for the time being — in effect, 
a loan from a country that had little 
choice but to sell in Great Britain — 
and by a further liquidation of the 
already reduced foreign investments, 
the country might, with the most 
rigorous austerity measures, carry 
through until the export trade had 
been restored. A few British econo- 
mists and some British exporters 
frankly rejoiced at the prospect of 
a permanent system of bilateralism 
of this type, but a great majority of 
the British people, and certainly 
most British economists, dreaded 
the adoption of full-fledged bilater- 
alism as a peacetime policy, for 
they felt that the long-run effects 


would be a serious blow to Britain’s — 
position as a great trading nation. 
But, given the position of Britain _ 
at the end of 1945, such a program 
of bilateralism seemed the only way 
out unless extensive financial aid 
were available from the United 
States. 

A primary objective of American , 
economic foreign policy is the re-! 
establishment of the world economic > 
system that was shattered by the 
events of the 1930’s and by the 
Second World War. Entirely aside 
from what Americans might feel as 


to the fate of Great Britain, the 


program of bilateralism that Great 
Britain was contemplating was a 
serious threat to the American pro- 
gram for the re-establishment of 
multilateral trade on a non-discrim- 
inatory basis, and to the program of 
the International Monetary Fund_ 
for the stabilization of exchange 
rates and the removal of exchange’ 
controls. The carrying out of the 
bilateral program that the British 
had in mind might have meant an 
economic split between the victori- 
ous Allies, with the prospect of the 
breakup into two — or possibly three 
or four —trading areas, similar to 
the sterling area, with serious con-— 
sequences for the world political 
situation. It was against this back- 
ground that the United States pro- 
posed a credit to Great Britain, to 
be used as a means not only of facil- 
itating economic recovery in Great 
Britain, but also of permitting that 
country to go back to a multilateral 
trading basis in the near future. 
The debate over the British finan- 
cial agreement has now passed into 
history, but in considering the pres- 
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ent position of Great Britain in in- 
ternational trade it is worth while 
to review briefly some of the pro- 
visions of that agreement. The 
British estimated that it would take 
at least three years to restore their 
export trade to a-point where cur- 
rent international receipts could pay 
for their minimum import needs, 
and that in that three-year period 
they would have a deficit of about 
$5 billions in their balance of pay- 
ments. The financial agreement that 
we made with the British provided 
a sum that, in connection with a 
credit from Canada and perhaps 
with a few small liquidations of 
British overseas holdings, was esti- 
‘mated to be sufficient to cover the 
British deficit in this three-year 
period. In the credit arrangement 
Great Britain agreed that beginning 
one year after the credit went into 
effect, all current transactions be- 
tween Great Britain and other coun- 
tries, both inside and outside the 
sterling area, would be free from 
exchange restrictions. Furthermore, 
any payments that Great Britain 
makes on the blocked sterling bal- 
ances in London would be freely 
available on a non-discriminatory 
basis for current transactions in any 
part of the world. That first year 
will end in July, 1947, and there- 
after the carrying out of this com- 
mitment by Great Britain will affect 
the whole pattern of the inter- 
national trade relations not only be- 
tween the United States and Great 
Britain, but between the United 
States and all other countries, and 
indirectly between third countries. 
Under the terms of this agreement, 
for example, if Denmark has an ex- 


cess of exports over imports in trade 
with Great Britain, these sterling 
receipts of Denmark, instead of be- 
ing blocked as they now are, will 
be available to Denmark to pay for 
American automobiles, Chilean ni- 


trate, or Argentine flaxseed. 


This financial agreement cannot, 
any more than can bilateral trade 
agreements, perform economic mir- 
acles. Under the agreement, just as 
much as under any bilateral trading 
schemes that the British might have 
evolved, it will be necessary for 
Great Britain to expand her exports 
greatly if she is to put her economy 
on a sound basis. With the end-of- 
the-year transition period rapidly 
approaching, it is a matter of vital 
concern to the British, and-only of . 
less concern to us, how successful 
the British are in this veritably 
Herculean task of increasing ex- 
ports nearly fivefold from the low 
of 1943, and approximately 50 per 
cent above the volume reported for 
the prewar year of 1938. 

It is now only a year and a half 
since V-E Day and barely a year 
and a quarter since V-J Day. We 
know from our own experience that 
reconversion is a slow, and some- 
times a distressing, process. On the 
basis of so limited a period it would 
be rash to prophesy how well the 
British will succeed in their long- 
run objectives, but the figures at 
hand reveal some important develop- 
ments. Briefly, in a period of a year 
the British have doubled the physi- 
cal volume of their exports. Exports 
are now three times what they were 
in the low of 1943, and in October, 
1946, the physical volume of exports 
was nearly 120 per cent of the 
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monthly average for 1938. Ob- 
viously, the significance of this 
achievement depends on whether the 
rate of progress of recent months 
is maintained, or whether, as some 
British fear, exports are showing 
signs of leveling off at about 120 
per cent of the prewar figure. 

These results, no matter what 
their long-run significance may be, 
are little short of a miracle. They 
are a tribute to the spirit in which 
the British have approached their 
postwar economic problems. This re- 
markable revival of exports is to a 
considerable degree the result of a 
deliberate policy of- building up 
foreign exchange at the expense of 
the home market. In addition to the 
high rates of taxation which reduce 
the domestic purchasing power and 
hence increase the likelihood that on 
a price basis goods will go into the 
foreign market, the British have not 
hesitated to apply the most rigorous, 
direct controls to limit the new pro- 
duction that is available for home 
consumption. 

The results of this policy would 
indeed puzzle the international trade 
theorists who tried to analyze Brit- 
ish trade in terms of more tradi- 
tional concepts of comparative ad- 
vantage. Whereas we in the United 
States are exporting a smaller part 
of our production of many durable 
consumer goods than was the case 
before the war, and even that lim- 
ited export is causing protests from 
a public angrily demanding automo- 
biles, electric iceboxes, and similar 
articles symbolic of the American 
standard of living, the British are 
not only filling export markets that 
we previously supplied but in some 


cases are actually selling in the — 
American market articles that we _ 
had been regularly exporting for _ 
many years before the war. 

In recent months Great Britain: 


‘has been exporting nearly twice as 
many passenger automobiles and 


nearly ten times as many trucks per 
month as in the four-year prewar 
period. In the prewar period their 4 
exports of these were a bare 15 per 
cent of production; in recent months 
exports have been nearly 40 per cent 
of production. Exports of what the 
British official statistics call “pedal 
cycles” ‘have been running well over 
twice the prewar figures; the same 
is true of motorcycles and railway 
rolling stock. Radio receiving sets 
have been going out in nearly six 
times the prewar quantity, and man- 
ufactures of the non-ferrous metals 
are going out in two, three, and 
even four and five times their vol- 
ume in the immediate prewar period. 

As is true of so many statistical 
data, different persons with varying 
biases or dispositions have drawn 
quite different conclusions from 
these figures of British exports in . 
the newer lines, so different from 
the standard British exports of 
thirty years ago. Some point out 
that the success of the British in 
these lines should dispel the old 
myth of a lack of enterprise and 
imagination in the British business- 
man. On the other hand, people of 
a more pessimistic turn of mind 
regard this large export of articles 
that formerly did not figure prom- 
inently in the country’s foreign 
trade as revealing a serious situa- 
tion. They fear that, once the sell- 
ers’ market in these articles comes 
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to an end, the British will not 
be able to hold their own in these 
lines with American and other 
competition. 

Regardless of which interpreta- 
tion is right, one thing seems clear; 
if the British are to hold their posi- 
tion as a great trading nation, it 
will be possible only through the 
building up and maintaining of a 
substantial export market in these 
newer products, for the handwriting 
on the wall is written clearly in 
large letters that the British export 
market in the staple products of a 
quarter of a century ago will never 
be restored to anywhere near the 
earlier figures. The decline in some 
of the more traditional British ex- 
ports is fully as striking as the in- 
crease in these newer lines. Coal 
in Great Britain seems to carry the 
same connotations of economic dif- 
ficulty that it has come to have in 
the United States. At the present 
time exports are running a bare 10 
per cent of what they were in the 
four-year. prewar period (1935- 
1938), and in that period the ton- 
nage of coal exports was little over 
half what it was in 1913. The Brit- 
ish have pretty well written off coal 


as an item in their country’s post- . 


war export trade. Similarly the 
textile trade, once the principal item 
in British exports, has shown little 
recovery from the low point of the 
war period, and recent exports of 
cotton piece goods are barely a third 
of exports in the middle 1930s; 
even then British textile exports 
were less than a half of what they 
had been in 1913. 

The statistical picture fully backs 
up the prophecies of the 1920’s 


and 1930’s that Britain would lose 
forever her great overseas market 
in cotton textiles. That does not 
mean that some market will not 
continue, especially in the finer 
grades of textiles. In textiles, as 
well as in other lines, the British 
are in a better position to supply 
a high-quality specialty article for 
which the typically American mass- 
production methods cannot be used. 
The maintenance of a high level 
of national income in the United 
States will undoubtedly provide 
an increased market for fine tex- 
tiles, both cotton and woolen, and 
many other specialty products. So 
many British export lines, whether 
pottery, textiles, or that product 
-from north of the Scottish border 
“that appears in British official statis- 
tics under the disarmingly innocent 
title of “spirits,” are in the semi- 
luxury class so far as the United 
States is concerned. With rising 
national incomes the marginal. pro- 
pensity of the American consumer 
to buy such products is probably 
very high, which helps to explain 
the great concern that the British 
have over the maintenance of pros- 
perity and a high national income 
in the United States. In fact, one 
could almost say that the British 
are perhaps more concerned about 
the maintenance of prosperity in 
this country than we are ourselves, 
because they believe —and I think 
quite rightly —that an American 
depression approaching that of the 
early 1930’s would be a disaster for 
them. 

The question of American na- 
tional income is important for Brit- 
ish prosperity, regardless of what 
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our tariff policy may be, but it is 
also true that with any given na- 
tional income the amount of inter- 
national trade is to some degree a 
function of the country’s tariff 
policy. We in the United States, 
because of our dominant economic 
position in the world and because 
of our interest in restoring a trad- 
ing system on a multilateral basis 
that will permit the maximum pos- 
sible exercise of individual action in 
the field of trade, have a grave con- 
cern in the success of the trade 
negotiations that are to follow the 
recent meetings in London. The 
British have an even more immedi- 
ate economic concern in those con- 
ferences than we have, because 
world tariff policy will affect the 


British economic position and the” 


British living standard in a more 
immediate and direct way than it 
will affect the economic situation 
in the United States. But, particu- 
larly for the long pull, we have a 
fundamental interest in providing 
greater opportunities for other coun- 
tries to trade, because unless this 
is done there is little hope for world 
trade except on what would be 
practically a government-t6-govern- 
ment basis. Yurthermore, it is in the 
long run to the economic and polit- 
ical interest of this country that the 
United Kingdom remain a strong 
nation, and it cannot be strong un- 


less it is part of a world in which 
there are reasonable opportunities 
for international trade. 

With regard to the basic question 
—the position of Great Britain in 
international trade —the answer is 


= 


; 


still uncertain, but the developments 


of the last year and a half have 
shown a fundamental strength in the 
British economic position that, in 
the dark days of the war, few 
people, except the British them- 
selves, believed was there. Given a 
continuation of high income levels 
in the United States, given a reason- 
able success in the coming inter- 
national trade conferences, there is 
a good chance that Great Britain 
will restore an equilibrium in her 
international position far short of 
the $5 billions deficit that was esti- 
mated a year ago. Great Britain will 


never get back to the position she ~ 


held in international trade in the 
heyday of her greatness, but the 
great progress that she has made 
in re-establishing her position is liv- 
ing evidence that economic strength 
is more than raw materials — more 
than manpower. It is a tribute to 
political stability, to economic or- 
ganization, to the capacity to adjust 
relations between labor and industry 
in a way that enables the full power 
of the country to be utilized in the 
production of goods and services. 


Should Cooperatives Be Tax- Exempt? 
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RODUCERS’ and consumers’ co- 
P operative associations have 

become a prominent feature 
of the American business scene. 
They have entered one field of en- 
terprise after another, broadened 
their range of activities until they 
handle almost every conceivable type 
of commodity, and enlarged their 
membership to include a substantial 
cross section of our national popu- 
lation. A survey by the Bureau of 
Labor Statistics discloses that in 
(1944 there were 14,194 organiza- 
tions of this type. They had 5,595,- 
800 members, and their total gross 
volume of business for the year 
amounted to $5,695,250,000. 
_ One reason for the present magni- 
tude of the cooperative movement 
is that, taxwise, cooperatives have 
enjoyed a significant advantage over 
competing organizations of other 
types. These competing forms in- 
clude individual proprietorships, 
partnerships, and corporations, all of 
which are subject to taxation in 
such a way that tax must be paid 
upon any net income attributable to 
the operations of the organization. 
In the case of proprietorships and 
partnerships, this is accomplished 
by requiring owners to pay tax on 
their respective shares of earnings 
of the enterprise whether these are 
actually distributed or not. But co- 
operative enterprises in many cases 
are exempt from any tax upon their 
income; hence, if they compete with 


organizations of other types, they 
enjoy a distinct competitive ad- 
vantage. 

The cooperative form of organ- 
ization may have other advantages 
also. Its advocates maintain that it 
operates more efficiently than other 
organizational types. They point out 
that its one-vote-per-member method 
of determining policies is essentially. 
more democratic than the practices 
prevailing in other forms of organ- 
ization. However, opponents of the 
movement deny these assertions, and 
argue that cooperatives merely ap- 
pear more efficient because their 
managers are not paid what they 
are really worth, or because other 
aspects of their true cost situation 
are not shown in their balance 
sheets. 

This article will not attempt the 
evaluation of these contradictory 
claims. The evidence is both con- 
flicting and inadequate. The rela- 
tive merits of cooperatives and 
other forms of business organiza- 
tion are not of direct concern in 
this discussion. 


Effects of Federal Tax Policy 


The immediate purpose of this in- 
quiry is to point out the effects of 
our present Federal tax policy to- 
ward these organizations, and to 
suggest improvements in that policy 
which will, simultaneously, put the 
cooperatives on a more equitable 
basis with their competitors in re- 
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gard to tax costs, and result in a 
greater flow of revenue into the 
Treasury. 

‘The first consideration is the more 
important. By establishing a uni- 
form basis of tax costs for the co- 
operatives and their competitors of 
other organizational forms, one of 
the important handicaps that have 
hitherto prevented complete fair- 
ness of competition between them 
will be removed; each group will 
thus be given a fair opportunity to 
demonstrate any inherent superior- 
ity it may possess. A revamping of 
our present tax-exemption policy 
would therefore eliminate one of the 
major unknown quantities in the 
field of controversy. It would ma- 
terially simplify the picture and 
make it easier to get at the real 
truth of the matter. 

As we shall see, the second con- 
sideration—the obtaining of ad- 
ditional revenue through the ter- 
mination of tax exemption in certain 
cases — is hard to estimate quantita- 
tively and might prove to be of 
minor significance. It is, however, 
the motive that recently led Con- 
gress to institute an inquiry into 
the nature and the results of the 
present policy, with a view to re- 
consideration and eventual revision. 

Here, on the contrary, our first 
concern is with the effect of such 
a change in tax policy as a major 
tool of social policy. Specifically, it 
is recommended that the tax policy 
be so altered as to insure that co- 
operatives will pay taxes of the 
same kinds, and at the same rates, 
as other types of organization set 
up for similar purposes. Such a 
change would provide an opportu- 


nity for cooperatives to prove their | 
efficiency, or their popularity, on a — 


competitive, unsubsidized basis. 

For, it must be recognized, tax 
exemption invariably is in effect a 
subsidy. Any organizations, coopera- 
tive or otherwise, which do not pay 
taxes still benefit from the protec- 
tion and the developmental and 
other services of government to the 


_— 


same extent as do those enterprises _ 


which are subject to tax. In addi- 


tion, in all fields of industry in | 


which some concerns are tax-ex- 
empt the taxpaying organizations 
must contribute to government not 
merely enough to finance the bene- 
fits they themselves receive, but a 
further amount to pay for the serv- 


ices furnished gratis to the ex- 
empted group. The result is a | 
double burden on the taxpaying © 
organizations. 


Thus, if an organization that is 
subject to tax competes with one 
that 1s tax-exempt, as is the case 
with many cooperatives, the former 


must increase its efficiency, or by 


some other means lower its costs, 
sufficiently to compensate -for the 
amount its exempt competitor saves 
through freedom from _ taxation. 
Otherwise, in the long run its losses 
will force it out of business. The 
easiest course, naturally, is to aban- 
don the enterprise in question for 
one in which no tax discrimination 
is involved; this frequently means 
selling out to a cooperative. The end 
result of the process may be that 
an entire industry comes to be dom- 
inated by the cooperative type of 
concern. 

Such a result may be unobjection- 
able if it is true that cooperatives 
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are the more desirable form of or- 
ganization. But, for every taxpaying 
concern that sells out to a coopera- 
tive, or that sees its income dwindle 
as the cooperative attracts more and 
more of its former trade, there is 
a further shrinkage in the revenue 
which the industry of which it is 
a member contributes to govern- 
ment. Sooner or later, it seems, if 
revenue is to be maintained at pre- 
vious levels, exemption will have to 
end and all organizational forms be 
taxed alike. 

It may be argued that the coopera- 
tive form is so desirable that it 
should be allowed to reach its limit 
of expansion before it is compelled 
to pay taxes. Its desirability, how- 
ever, has not been completely 
proved — could perhaps, as we have 
seen, be adequately proved only if 
its exemption were terminated. 
Meanwhile the government is for- 
going the revenue which coopera- 
tives would provide were they sub- 
ject to tax. 

In any case, such an indirect sub- 
sidy is hardly the best way to ad- 
vance the cooperative movement, 
even if that proves to be desirable. 
Its amount is not definite; its effects 
are hard to trace; and its costs are 
borne not by society as a whole, as 
are those of a direct subsidy, but by 
the other types of organization that 
are forced to compete with the ex- 
empted ones. If the cooperative 
method of doing business is to pre- 
dominate, it should be sponsored 
openly and its expansion should be 
financed more directly. It might be 
financed by grants of money or, 
even better, by the creation of easy 
credit, at low interest rates, to fur- 


ther its continued expansion. The 
only virtue of the present indirect 
policy is that it saves the cost of 
collecting taxes from the exempted 
organizations and of doling out the 
proceeds in the form of direct sub- 
sidies. 

One other matter to be considered 
is that not all cooperatives are so- 
cially or economically desirable, 
even though they should ultimately 
prove to be more efficient purchas- 
ing or marketing organizations than 
their competitors. In _ particular, 
many producers’ cooperatives de- 
velop into local, regional, or even 
national monopolies, with the usual 
results of higher prices to consum- 
ers and far from efficient operation. 
Not all the consequences of monop- 
oly, however, are necessarily bad. A 
monopoly established, as many farm 
producers’ cooperatives have been, 
in a field in which ruinous compe- 
tition had previously prevailed can 
actually benefit both producer and 
consumer. But it remains to be seen 
whether the fact that a monopoly 
is cooperative will guarantee the 
beneficence of its price and sales 
policies. Uncontrolled growth of 
producers’ cooperatives, for ex- 
ample, may prove to be no unmixed 
blessing, and either direct or in- 
direct subsidization of them can 
hardly be justified. 


Intent of the Federal Internal 
Revenue Code 


Perhaps the most telling point 
against the current policy of sub- 
sidizing cooperatives through tax 
exemption, however, is the fact that 
such a result was not intended by 
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those who framed the law which 
grants such exemptions. 

In 1916-17, when the Internal 
Revenue Code was undergoing revi- 
sion, Section 101 was drawn by 
Congress to define those forms of 
organization which should be ex- 
empted from taxation. Two tax- 
exempt groups were established: the 
one to include organizations set up 
primarily for business purposes; the 
other, those whose chief aim was to 
carry on nonbusiness activities. The 
latter group, was subdivided into 
nine classes, the former into seven- 
teen subgroups. 

Fundamentally, the reason for 
exempting the two main groups 
seems to have been an administra- 
tive consideration. Theoretically, it 
was assumed that none of the or- 
ganizations here classified would 
have any net income as organiza- 
tions. They would carry on opera- 
tions for the benefit of their mem- 
_ bers, and levy upon them for 
expenses connected with their op- 
erations; but at the end of the sea- 
son’s activities any surplus remain- 
ing from such assessments would be 
apportioned among the members. 

In theory, that is the way in 
which suck organizations would op- 
erate. But here, as so often, theory 
and fact do not agree, and the 
fundamental theoretical justification 
for tax exemption falls to the 
ground. In practice, nearly all these 
organizations soon found that it was 
advisable to purchase property of 
one sort or another to further their 
operations, if these proved to be 
successful. The easy way to finance 
such purchases, in turn, was to make 
assessments for that purpose upon 
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the members. And the simplest 
method of assessing the members 


Te eee 


was to hold back part of the pro-_ 


ceeds due them at the end of the 
season, rather than parcel the sur- 
plus out and then reclaim it. 


In this way, little by little, those _ 


organizations whose operations were 
capable of expansion continued to 
grow. Generally, the types set up for 
nonbusiness purposes 
rather small. Also, many in the busi- 


ness group had been organized to 


provide some service that would be 
unprofitable for any other sort of 
concern. This fact established nat- 
ural boundaries to their operations 
beyond which they did not expand. 
Thus, of the twenty-six types of or- 
ganizations originally exempted, 
only ‘a few are still growing. Of 
these, the cooperatives are by far the 


most important single form, as will 


be shown later. 

The essential point which differ- 
entiates the cooperatives from other 
tax-exempt organizations is their 
manner of growth. In most cases, 
they have expanded as a result of 
withholding ‘part of the proceeds 
from a season’s operations, instead 
of dividing their surplus among their 
members in patronage dividends as 
the Internal Revenue Code presup- 
poses. The earnings retained usually 


go to enlarge, in one way or an- © 


other, the total assets of the organi- 
zation, and thus appear on the bal- 
ance sheet at the end of the year as 
an increase in the net worth of the 
concern. 

Earnings withheld in this way 
may still be credited to the indi- 
vidual member to whom they should 
be apportioned. In that case, he 


aed 


remained 
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should include his share of the with- 
held earnings in his income for the 
year and pay an _ appropriately 
greater amount in personal income 
tax. He may, of course, neglect to 
do so; but except for such outright 
evasion by individuals, the only loss 
in revenue resulting from the with- 
holding of earnings is the amount 
that would have been paid by the 
organization if set up as a corpora- 
tion. 

There is nothing at all illegal in 
the present practice. Any inequity 
resulting from it is not due to tax 
evasion, but rather to tax avoid- 
ance: the concerns do not violate 
the tax laws, but merely make use 
of an oversight in framing the law 
which permits escape from the tax. 
Legally, there is at present no obli- 
gation for most of these organiza- 
tions to pay taxes on earnings which 
they withhold. 

Many cooperatives, however, do 
not seek to avoid taxes on their in- 
comes as organizations. Treasury 
estimates indicate that about 46 per 
cent of all cooperatives in existence 
in 1943 paid income taxes just as 
other corporations did; only slightly 
more than half of them, then, made 
use of their privilege of exemption 
to escape the tax. 

A rather simple change in the 
Code would remedy the situation. 
Instead of a blanket exemption 
policy like the present one, the 
burden of proof of right to exemp- 
tion could be placed on the organi- 
zation. All organizations might be 
required to file returns — perhaps 
also to pay a filing fee large enough 
to cover the expense of auditing 
and other administrative outlays — 


and only those which received less 
than a suitable minimum organiza- 
tion income during the year would 
be exempt from further payment. - 

This would terminate exemption, 
of course, for a far larger group 
than the cooperatives which are of 
primary interest in this discussion. 
In the nonbusiness group that is now 
exempt, such organizations as edu- 
cational and charitable institutions 
would become subject to tax. So 
would labor organizations, cham- 
bers of commerce, social clubs, and 
many similar categories. In the busi- 
ness group, many types of mutual 
companies, including those which 
deal in banking, insurance, irriga- 
tion, and telephone service; build- 
ing and loan associations, credit 
unions, crop-financing organizations, 
and production credit associations; 
land banks, and other farm credit 
organizations; and the cooperatives 
—all these would be required to file 
returns, and probably to pay taxes. 


Congressional Survey of Tax- 
Exempt Groups 


With these points in mind, Congress 
has lately conducted a _ survey, 
through its Joint Committee on In- 
ternal Revenue Taxation, of the 
number and the gross and net in- 
comes of organizations currently 
tax-exempt. A summary of its find- 
ings for the year 1943 is contained 
in a report recently released by the 
Committee. 

For that taxable year, a total of 
87,127 organizations had filed re- 
turns claiming exemption by the end 
of 1944. Their total gross income 
for 1943 was $5,017.2 millions, 
against an outlay of $4,218.8 mil- 
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lions. Thus the total increase in net 
worth, in that year, for all these 
corporations was $796 millions. 

Seventy-two per cent of the total 
number consisted of nonbusiness or- 
ganizations, 62,370 in number. Their 
total gross income was $1,798 mil- 
lions, and their gross outlay $1,531 
millions. Thus, for this group net 
resources increased by $267 millions 
in the year. Almost half of this 
group, numerically, was composed 
of labor organizations. These num- 
bered 30,406, and had gross income 
of $389.7 millions, gross outlay of 
$323.4 millions, and a net increase 
of $66.3 millions for the year. Obvi- 
ously, most of them were very small, 
but 951 reported gross income of 
$50,000 to $1,000,000 each; 31, in- 
come of $1,000,000 to $5,000,000 
each; and 7, income of more than 
$5,000,000 each. Some of them also 
reported sizable net returns. In gen- 
eral, the larger members of this 
group might well be able to pay 
worth-while amounts in taxes. 

The next nonbusiness group, in 
point of number, is made up of 
charitable, educational, scientific, 
and similar organizations. In 1943, 
such concerns numbered 8,901, with 
a gross inceme of $828 millions, out- 
lay of $697 millions, and a net in- 
crease in resources of $131 millions. 
Some of these also would be able to 
pay sizable taxes on net income. 

It is debatable, however, whether 
exemption should be terminated for 
any organization in this subgroup. 
They perform functions that would 
otherwise have to be carried on by 
government; consequently, so long 
as they are not operated for the 
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profit of individuals, they might well — 
continue to be exempted, upon the | 


filing of a suitable return to dem-_ 


onstrate their right to such exemp- _ 


tion. 


Most of the other groups of or- — 


ganizations in the nonbusiness class 
are rather small and need not be 


considered separately. On the whole, ,_ 


these smaller groups would con-! 


tribute little to revenue, and there | 


may be some question as to the 
advisability of terminating their 
tax-exempt status. : 
For exempted business organiza- 
tions the situation is entirely differ- 
ent. There are not nearly so many 
of them — 24,757 in 1943 — and they 
are decidedly larger. Their gross in-— 
come for that year was $3,219.5 mil- 


lions, their gross outlay $2,687.7 — 


millions, and their resultant in- 


crease in net worth $532 millions. — 


Of this last-named amount, $163 
millions was on hand as undistrib- 
uted profits from the preceding year. 

The two largest business groups 
which are tax-exempt are building 
and loan associations and credit 


unions; together they include al-— 


most 11,000 organizations. In 1943, 
the 4,762 building and loan organi- 
zations had gross income of $280.7 


millions and outlay of only $118.2 | 


millions, leaving a net increase for 
the year of $162 millions. The 6,550 
credit unions, numerically the larger 
group, had gross income of only 
$13.6 millions and outlay of $8.1 mil- 
lions, leaving a net of $5.4 millions. 
Clearly, most of the credit unions 
are too small to contribute much 
revenue, but the building and loan 
associations might do so. 
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The farm cooperatives make up 
the next largest groups, numbering 
4,397. Their total gross income 
amounted to $2,234 millions, or 47 
per cent of the total gross income 
reported for all exempt business 
_and nonbusiness organizations com- 
bined. Gross outlay for these co- 
Operatives was $2,094 millions, and 
their net increase in worth $140 
millions. Of this increase, $71 mil- 
lions was still on hand at the close 
of business for 1943. 
Approximately 20 per cent of the 
reporting cooperatives had gross in- 
comes of less than $25,000 for the 
year; if the suggested change were 
adopted, these would probably pay 
no taxes. Incomes ranging from 
$25,000 to °$100,000 were reported 
for some 24 per cent of the coopera- 
tives; their total gross income, how- 
ever, was only about 2.8 per cent of 
that of the entire cooperative group. 
Half of the group — 2,202 organi- 
zations — grossed from $100,000 to 
$1,000,000 each; together they ac- 
counted for 32 per cent of total 
gross income. Only 322 cooperatives 
reported incomes of more than $1,- 
000,000 each; they represented only 
7.3 per cent of the total in number, 
but 65 per cent of total gross income. 
The only other financially impor- 
tant class in the business group con- 
sists of 322 mutual savings banks, 
which reported a net increase of 
$178 millions for the year and a 
gross income of $445 millions. All 
other classes showed some net in- 
crease, but the amounts were either 
so small or so distributed as to 
promise little revenue if their tax 
exemptions were revoked. 


Ending of Exemptions Justifiable 


The figures presented in the preced- 
ing section indicate that the cooper- 
atives constitute the most important 
business element in the entire group 
of tax-exempt organizations, and 
that many of them are large enough 
to contribute sizable amounts of 
revenue. Worth-while additions to 
revenue would also result from the 
termination of exemption for many 
other types of organization — suffi- 
cient, probably, to justify such action. 

From the administrative point of 
view, there would therefore be an 
advantage in the ending of exemp- 
tion. So far as the cooperatives 
alone are concerned, this is some- 
what of a side issue. In their case 
the important thing is not the rev- 
enue to be gained by subjecting them 
to taxation. Rather, it is their need 
to prove that they deserve a subsidy 
before they are granted one. More- 
over, if they are thought worthy of 
a subsidy, they should receive it di- 
rectly, on the basis of merit, not 
indirectly as the result of an over- 
sight in the framing of the law, as 
they do now. 

They can best demonstrate their 
merit through the test of competi- 
tion with other types of business 
organization, under a tax system 
that will place equal burdens upon 
all competitive groups. If the co- 
operatives prove to be superior, then 
they may need no subsidy. But if 
the desirability of a subsidy for 
them seems clearly established, it 
can be granted openly on the ground 
of social policy, a far sounder basis 
than that of a mistaken assumption 
in the present Code. 


Cooperatives Are Not Tax-Exempt 


RoLanD W. BARTLETT 


Chief, Agricultural Economics, University of Illinois 


NE of the chief developments 
( that have taken place in the 
distribution of goods and 
services within the present century 
is the growth of farmers’ market- 
ing and purchasing cooperatives. In 
1944, according to the Bureau of 
Labor Statistics, all cooperatives in 
the United States did a total busi- 
ness of $5,695,250,000, of which $5,- 
160,000,000, or 91 per cent, repre- 
sented the volume of business 
handled by farmers’ cooperatives. 
‘The remainder of such business is 
carried on by consumer cooperatives. 
The accompanying table, showing 
the growth of farmer cooperatives 
in Illinois over a period of approxi- 
mately thirty years is presented to 
illustrate the increases that have 
been taking place in this type of dis- 
tribution. 

What reasons can be put forward 
for the extraordinary. expansion in 
this field of distribution in recent 
years? 

Without minimizing the many ad- 
vances in such products as grains, 
fruits, and vegetables, attention may 
well be directed to three major 
factors which have contributed to 
the growth of farmer cooperatives 
in the. present century, particularly 
since 1916: 

(1) The nation-wide development 
of the cooperative purchase of feed, 
petroleum products, fertilizers, seed, 
and other products; 

(2) The acceptance by American 


industry of collective bargaining be- 
tween milk producers and milk dis- 
tributors and the cooperative han- 
dling and distribution of butter and 
eggs; and 


(3) The successful development of © 


cooperative livestock commission 
associations in most of the larger 
livestock markets in the United 
States. 


Let us analyze the growth of farm 
supply cooperatives. The primary 
reason that farmers buy farm sup- 
plies from their cooperatives is be- 
cause they are able to get quality 
goods and services at a lower price. 
Most cooperatives establish a policy 
of pricing at the market, setting up 
reserves, and paying net margins, if 
any, to patrons in cash as a patron- 


age refund. Under this policy, the — 


largest farm supply cooperative in 
this country, the Cooperative Grange 
League Federation operating in New 
York, Pennsylvania, and near-by 
states, returned $24,000,000 to its 
members as patronage refunds from 
1938 to 1946. The Illinois Farm 
Supply Company reports that, since 
it started operations in Illinois 


around 1930, the wholesale margin | 


for handling petroleum products has 
been reduced from 44 per cent to 26 
per cent of the retail value of the 
product, representing an over-the- 
counter saving to all farmers of 18 
per cent. In addition, this company 
with its local service agencies has 
paid patronage refunds to farmers 
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TABLE I 


CHANGES IN MEMBERSHIP AND VOLUME oF Goops PURCHASED AND MARKETED 
BY FARMER COOPERATIVES IN ILLINOIS, 1913 To 1945 


Volume of Goods (in thousands of dollars) 
Year Membership 
Purchased Marketed Total 
Ronee are PIS re Sly pes eke casa CI ee@odecd 25,696 25,696 
DSR ea eae ee 31,077 82 32,680 32,762 
QUASI a lke BR Od ae 1,483 68 , 845 70 ,328 
MOD Quran OP ITS, 131,000 4,380 190 , 830 195,210 
MeO She rete tees FAS) it 243,900 3,160 150,996 154,156 
1 SSS Oe a ct ee 206, 700 6,630 197,970 204 , 600 
1 ONGEOR 0a) ae eg Oe a aS 236,650 7,130 185,090 192,220 
CRE Sao ach heed eel ane 242,850 6,660 145 , 286 151,946 
AEG Greeny, Sesh eS ear 245 , 200 8,000 113,480 121,480 
DRY 6 65 a ea ane 271,900 8,600 114,550 123,150 
35 Set et tat. Kee > 269 ,630 11,100 130,600 141,700 
DRG ES Oa ae ae ae 334,540 15,220 146,880 162,100 
1 SE Oi sk nee i et i a 297 , 840 20,500 204 , 720 225,220 
* ORSAY 2 Biwers E teed cee ee 320,060 27,000 249 ,910 276,910 
BRS Oe tee SLED nly PS here og 320,820 24,900 198,000 222,900 
Be Ae pee bones OE ee 314,510 26,000 162,240 188,240 
Chih? Fee 340,790 22,000 170,245 192,245 
DED’: 5 Sats ARE ae oe 334,050 22,000 174,945 196,945 
MO GOUM A CALs PONT Eo yt 336,040 26,000 256,740 282,740 
erred ict econ 374,720 28000 341,590 369590 
1 DALES AES a eee ee Beeel arene 411,780 30,000 386,870 416,870 


Source: 
Administration, Washington, D. C 


of around 15 per cent of the value 
of goods sold. 

In essence, in their purchasing 
operations, farmer cooperatives now 
give to the “family-size” farm the 
same advantages of large-scale buy- 
ing as are enjoyed by the large 
manufacturers of steel or of auto- 
mobiles. Furthermore, by lowering 
costs of producing food, farmer co- 
operatives are operating directly in 
line with the public interest, since 
food costs are the biggest single 
item in the cost of living of con- 
sumers. 


Data obtained through the courtesy of the Cooperative Division of the Farm Credit 


In view of their rapid growth, we 
may well ask: Are farm supply co- 
operatives likely to force independ- 
ent private companies out of busi- 
ness? 

The answer is definitely no. In 
no part of the country do farm sup- 
ply cooperatives handle all of this 
business. Farm supply companies in 
Illinois handle about 50 per cent of 
the total rural business, whereas 
independent private companies han- 
dle the remainder. Competition af- 
forded by cooperatives has tended 
to raise the level of quality and 


= 
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service to all farmers as well as to 
lower the prices paid for products 
purchased. This is an excellent ex- 
ample of the operation of a two- 
party system of business. 


Are Cooperatives Altogether 
Tax-Exempt? 


In this country, during the past two 
years much publicity unfavorable to 
cooperatives has been based upon 
two. assertions: first, that producers’ 
and consumers’ cooperative associa- 
tions in the country are exempt from 
taxation; second, that their huge 
growth during the past few decades 
has resulted primarily from their 
privilege of not having to pay taxes. 
Neither of these statements is 
correct. 

First, let us examine the facts in 
connection with taxes paid by co- 
operatives. From what taxes are 
cooperatives exempt? 

A review of the taxes paid by one 
of the 87 county or regional coop- 
erative farm supply companies 
operating under the Illinois Farm 
Supply Company well illustrates the 
fact that cooperatives are not tax- 
exempt. In 1946, this cooperative, 
here called *Cooperative’ A, sold 
$687,000 werth of farm supplies to 
some 2,500 patrons. Cooperative A 
paid real estate taxes, personal 
property taxes, social security taxes, 
unemployment compensation taxes, 
sales taxes (occupational expense), 
and automobile taxes. In addition, 
Cooperative A, like each of the 
other 86 county service companies, 
paid income taxes. In fact, each of 
these cooperatives pays every tax 
which is paid by an independent 

private corporation. In this respect 


their policy differs from that of 
some cooperatives which claim ex-_ 
emption from the corporate income 


tax. 

Corporate income tax. Thus, the 
only tax from which a cooperative 
may be exempted under present 
statutes is the corporate income tax. 
The relative unimportance of this 


tax-exempt privilege is indicated by © 


_—_ 


the fact that in 1943, according to - 


the United States Treasury, about 
46 per cent of all cooperatives in 
the country paid income taxes in 


the same way as private corpora- | 


tions. About 50 per cent of the 
10,300 farm cooperatives in the 
United States paid corporate in- 
come taxes in 1945, according to the 
Farm Credit Administration. In 
1946, Cooperative A paid a cor- 
porate income tax of $3,210. 


Real estate and personal property 
tax. Taxes on capital invested in 
land, building, storage tanks, and 
personal property of Cooperative A 
in 1946 amounted to $722. Coopera- 
tives are not exempt from township, 
municipal, county, or state property 
taxes. 


Old age and survivor’s insurance 
tax. The social security tax for em- 
ployees of Cooperative A, paid as an 
expense in 1946, amounted to $690. 
Cooperatives pay the same social 
security taxes as independent private 
corporations. 


‘Unemployment compensation tax. 
Cooperative A in 1946 paid an un- 


employment tax of $550. Coopera- 


tives are subject to the same taxes 
for unemployment insurance as in- 
dependent private corporations. 
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Sales taxes and automobile taxes.- 
Cooperatives are subject to the same 
sales taxes (occupational expense) 
and automobile taxes as private cor- 
porations. In Illinois, consumers pay 
a Z per cent sales tax (occupational 
expense) for most goods purchased. 
On a $1,000 truck, for example, the 
sales tax amounts to $20. In addi- 
tion, cooperatives pay the same fees 
for automobile, truck, and operator’s 
licenses as are paid by independent 
private corporations. 


Should Cooperatives Be Exempt 
From Corporate Income Taxes? 


Boiled down, the underlying ques- 
tion, as pointed out by some students 
of the subject, is not whether co- 
operatives should be exempted from 
paying taxes. The fact is that both 
farmer and consumer cooperatives 
do pay every tax paid by independ- 
ent private corporations except the 
corporate income tax. And, as stated, 
46 per cent of all cooperatives vol- 
untarily paid the corporate income 
tax in 1943. Hence, the real question 
is: Should any cooperative be ex- 
empted from paying the corporate 
income tax? 

As has been explained, most co- 
operatives establish a policy of 
pricing goods at the market, setting 
up prudent reserves, and paying net 
margins, if any, in cash to patrons 
as a patronage refund. Patronage 
refunds, in essence, constitute a re- 
duction in costs, and as such should 
not be subject to a corporate in- 
come tax. This fact is clearly recog- 
nized by most students of taxation. 
For example, Morris Sayre, a di- 
rector of the National Association 
of Manufacturers, recently stated: 


‘whether 


“There is no justification for taxing 
at the source patronage refunds paid 
to customers of cooperatives. ...” 

Hence, the real question is 
cooperatives should be 
taxed for savings withheld for re- 
serves or should be exempt from the 
taxing of these reserves. Under 
present statute, bona fide coopera- 
tives can set up for necessary pur- 
poses reasonable reserves which are 
exempt from the corporate income 
tax. Under commissioner rulings, 
however, the equities in these re- 
serves when they are credited to 
the account of the individual mem- 
ber usually are taxable as personal 
income of the patrons. 

While some sincere cooperative 
leaders believe otherwise, in the 
writer’s opinion the foundation for 
continued growth of cooperatives 
will be strengthened by changing 
this statute so that reserves of all 
cooperatives are taxed in the same 
way as reserves of independent pri- 
vate corporations. 

Cooperative A referred to above, 
now has a net worth of $147,073, of 
which $57,550 was obtained from 
the sale of stock and $89,523 from 
reserves withheld from net earnings. 
Payment of the corporate income 
tax has not hindered the progress of 
Cooperative A, or the 86 other mem- 
ber companies in the IIlinois Farm 
Supply Company. It has held its own 
in competition with the Standard 
Oil, Shell, Texaco, and others sup- 
plying petroleum products to farm- 
ers and has built up a well-patron- 
ized business. 

Some cooperatives, particularly 
during the war years of high cor- 
porate income taxes, have benefited 


34 OPINION AND COMMENT 


materially by the exemption from 
the corporate income tax. The 
growth of the cooperative movement 
in the United States in the present 
century, however, has not been due, 
in any great degree, to the tax-ex- 
emption privilege. Rather it has re- 
sulted primarily from the ability of 
cooperatives to break down monop- 
oly prices and to handle products 
more efficiently than independent 
private businesses. 

Many forward-looking people in 


the country are looking with alarm 


‘at the trend of government owner- 


ship and operation of business which © 
is now sweeping the world. The_ 
American farmer cooperative is— 
deeply rooted as an organic part of 
our system of free enterprise. Co- 
operatives have a sound foundation — 
and are a bulwark in that system. 
One of the best ways to combat the 
tidal wave of government ownership ! 
is by a large expansion of a “two- 
party system of business” in which 
cooperatives vigorously compete 
with independent private business. 


Foreign Trade in 1946. — The United States Department of Commerce re- 
cently estimated that in 1946 this country provided foreign countries with 
$8,200,000,000 more of goods and services than it received from them. The 
total value of goods and services furnished to other nations last year, 
$15,600,000,000, was only about one billion dollars less than the amount re- 
ported for 1945, which included approximately $7.4 billions in straight 
lend-lease. The United States, however, would have taken more imports if 
the other countries had been able to supply them. 


Outlook for Production and Jobs.— In a word, then, our view as to the 
outlook for production and jobs is that it should be more than ordinarily 
favorable for a period of some years ahead. In spite of certain conditions 
that might make for a dip in 1947, we believe that courageous and sensible 
action by those responsible for the administration of private business rela- 
tions (including labor unions) can at least hold such a recession to moderate 
proportions if not avert it. Thereafter, it would seem that broad basic con- 
ditions suggest that it will be easy to have some years of high production, 
employment, and purchasing power without the display of any extraordinary 
economic statesmanship by leaders of industry, labor, farming, and finance. 
In those years, however, we should not be satisfied with a level of production 
and conditions of use which fail to produce favorable results for all sections 
of the country and all segments of the population. In those years, also, if 
foresight is not keen and action vigorous, the stage will be set for serious 
unemployment, underproduction, and want in the years that follow. — From 


ihe oe Annual Report of the Council of Economic Advisers, December 
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_ New Business Capital. — During the war years a part of the unprecedented 


sums borrowed by the Federal government was spent directly or loaned to 


business for the purchase of new plants and equipment. The expenditure of 


that money helped push industrial production to record high levels. Money 
raised by the sale of new corporate securities has replaced Federal govern- 


_ment borrowings as the main source of new business capital. . . . 


The raising of large amounts of new business capital reflects the fact 
that businessmen have a high degree of confidence in the future. Their 
policies are based on long-term expectations. Many expect to produce im- 
proved old products, or new products developed during the war. — From 
Cleveland Trust Company Bulletin, January 15, 1947. 


Living Costs.— The high cost of living is one of the major economic 


problems of 1947. The trend of the relationship between incomes and living 


costs for some time past has been unfavorable. Per capita national income 


after taxes almost doubled during the war, while the cost of living, accord- 
ing to the Bureau of Labor Statistics consumer price index, increased only 
30 per cent. Since the end of the war, however, the increase in disposable 
income per capita has been less than 6 per cent, while the cost of living, 
using the figure for November 15, increased 17.2 per cent. Most of the jump 
has occurred in the past five months. This is moving in the wrong direction. 
If the cost of living can be cut without an equivalent decline in national 
income — which is possible by increasing productivity — real purchasing 
power will rise, and nothing could so improve the outlook.— From the 


January letter of the National City Bank of New York. 


Position of Agriculture.— During 1946 the farmers of this nation pro- 
duced the greatest amount of food and fiber in history in response to 
worldwide food scarcities. In a sense the American farmer continued on a 
war footing throughout the year. He worked long hours and his produc- 
tion was as vital to the public welfare as it was in the years of actual 
fighting. 

He also reaped great benefits. Farm income has never been higher, for 
along with record-breaking output have gone very high prices. At the 
close of 1946 farm prices were two and one-half times their prewar level. 
The parity ratio, calculated by the Department of Agriculture for all crops 
and livestock, stood at 124 on November 15.— Chester C. Davis, in the 
Monthly Review of the Federal Reserve Bank of St. Louis, January 1, 1947. 
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